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Interest Calculation on Estimated Tax Payments for [

EIN:

This memorandum responds to your request for advice dated
January 24, 2002. In your memo you ask about the proper method
of calculating interest on a tax overpayment and how to net that
interest against the interest imposed on the taxpayer for prior
vears' deficiencies. 1In our opinion, no interest was earned on
the overpayment and, consequently, the question of netting
interest does not arise.

We do not believe that this memorandum concerns an issue -
that requires coordination with an industry counsel.

This memorandum should not be cited as precedent. This
writing may contain privileged information. Any unauthorized
disclosure of this writing may have an adverse effect on
privileges, such as the attorney-client privilege. If disclosure
becomes necessary, please contact this office for our views.

Facts

I cooany (the taxpayer) made quarterly

estimated payments of income tax to the Service for the year
These payments were made on the 15th day of March, June,
September, and December of : .

20136
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The Service examined the taxpaier‘s B :nd Wl rcturns

during Bl :2c some point during it became clear to the
taxpayer that it had incurred substantial deficliencies for

and [l and that its estimated payments for [ vwere far larger
than the tax that would actually be incurred for that year.
Consequently, on d the taxpayer asked the Service
in writing to transferx $q the estimated payments for
Bl :c pay the deficiencies for and Il Specifically,
the taxpaver asked that SHNNEEEEEM of its payment on June 15,

of its payment on September 15, and

of its payment on December 15, be applied to the
deficiencies.

In response to this request, the Service transferred

$~Jfrom the taxpayer's M account to its M and N
accounts, effective as of December 15, B The taxpayer, upon
hearing of this treatment, requested that the transfers be deemed

to have been made from tT account to tl? and
accounts as of June 15, September 15 and December 15,
Bl - the amounts specified in its _request.

Issues

What is the proper interest computation cn the overpayment
and on the deficiencies when the taxpayer, on
requested that its excess estimated tax payments for be

applied to prior year deficiencies, the taxpayer having also
requested that the amounts be deemed transferred as of the dates
the estimated tax payments were made to the Service, i.e.,

June 15, September 15, and December 15, [k

Law

I.R.C. & 6601(a) states:

If any amount of tax imposed by this title is not

paid on cr before the last date prescribed for payment,
interest on such amount at the underpayment rate
astablished under section 6621 shall be paid for the
period from such last date to the date paid.

I.R.C. & 661l1l(a) states:

Interest shall be allowed and paid upon any over-
payment in respect of any internal revenue tax at the
overpayment rate established under section 6621.
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I.R.C. § ©6ll(e} states:

If any overpayment of tax imposed by this title is
refunded within 45 days after the last day prescribed
for filing the return of such tax (determined without
regard to any extension of time for filing the return)
or, in the case of a return filed after such last date,
is refunded within 45 days after the date the return is
filed, no interest shall be allowed under subsection
(a) on such overpayment.

I.R.C. § 6621(d) states:

To the extent that, for any period, interest is payable
under subchapter A and allowable under subchapter B on
equivalent underpayments and overpayments by the same
taxpayer of tax imposed by this title, the net rate of
interest under this secticn on such amounts shall be
zero for such period.

I.R.C. § 6425(a) states:

A corporation may, after the close of the taxable vear
and on cr before the 15th day of the third month
thereafter, and before the day on which it files a
return for such taxable year, file an application for
an adjustment of an overpayment by it of estimated
income tax for such taxable year. An application under
this subsection shall not constitute a claim for credit
cr refund.

I.R.C. § 6425(b) (4) states:

For purposes of this title (cther than section 6655},
any adjustment under this section shall be treated as a
reduction, in the estimated income tax paid, made on
the day the credit is allowed or the refund is paid.

Treas. Reg. § 1.6425-3(e) and (f) state:

{e) If the Internal Revenue Service allows the adjust-
ment, it may first credit the amount of the adjustment
against any liability in respect of an internal revenue
tax on the part of the corporation which is due and
payable on the date of the allowancé ¢f the adjustment -
before making payment of the balance to ‘the
corporation. . : :
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(f} For purposes ©of all sections of the Code except
section 6655, relating to additions to tax for failure
to pay estimated income tax, any adjustment under
section 6425 is to be treated as a reduction of priocr
estimated rax payments as of the date the credit is
allowed or the refund is paid.

Analysis

Under I.R.C. § 6601{(a), a taxpayer is obliged to pay
interest to the Service on its underpayments of tax. The
interest rate is specified in I.R.C. § 6621(a){2). Under I.R.C.
§ e6ll(a), a taxpayer is entitled to receive interest from the
Service on overpayments of tax. The interest rate is specified
in I.R.C. § 6621(a)(1).

In general, the interest rate that a corporate taxpayer
must pay to the Service on tax underpayments is greater than the
interest rate that the taxpayer is entitled to receive from the
Service on tax overpayments. See I.R.C. § 6621(a). Consequently,
in the absence of the "interest netting" provisions of I.R.C.

§ 662i(d), if a corporate taxpayer had simultaneous egual
overpayment and underpayment obligaticons the two principal
amounts would cancel each other, but the interest amounts would
not cancel each other-- the taxpayer would cowe more interest than
it earned. The interest netting provisions are designed to
alleviate this situation.

The interest netting rules come into play when a taxpayer
has underpald his tax and overpaid his tax at the same time.
These countervailing cobligations usually arise from two or more
different tax years. I.R.C. § 6621(d) provides that, to the
extent that for any time period interest is payable under
subchapter A (i.e., interest incurred by the taxpayer on
deficiencies under I.R.C. 8§ 6601 to 6602) and allowable under
subchapter B (i.e., interest payable by the Service on
overpayments under I.R.C. § 6%611) on eguivalent underpayments and
cverpayments by the same taxpayer, the net rate of interest under
§ 6621 on the amount of the overlap is zero for such period.

In the present case, the taxpayer argues that the Service

should apply interest netting rules to its "overpayment” of taxes

for I arnd its deficiencies for -and - The taxpayer
argues that the shift of funds from its estimated tax payments
for |l should be deemed to have occurred in specified amounts
as of June 15, September 15, and December 15, [ .
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The taxpayer's argument is flawed for. two reasons: First,
no interest was incurred on an "overpayment" in this case, so
there 1s no overpayment interest to net against the interest
incurred on the deficiency. Second, the taxpayer's re-assignment
cf excess estimated tax payments to the deficiencies cannot be
made retrcactively.

It 1s perfectly clear that the law does not require or allow
the payment of interest on estimated tax payments. If the excess
estimated payments result in a refund, the Service is obliged to’
pay interest on the refund, but only if the Service pays that
refund more than 45 days after the due date of the return {(or 45
days after the actual date of filing, whichever is later). See
I.R.C. § 66ll(e). Taxpayers do not earn interest on their
estimated tax payments (no matter how greatly in excess of their
tax liabilities) before filing a return.

Because a taxpayer does not earn interest on estimated tax
payments, there is no interest payable by the government in this
case to net against the interest that the taxpayer incurred on
its deficiencies. According to Rev. Proc. 2000-26, 2000-1 C.B.
1257, it was the intent of Congress in enacting I.R.C. § 6621 (d)
that the Service make all reasonable efforts to offset over-
payment and underpayment liabilities "in situations in which
interest is both payable and allowable by the same taxpayer."

In the present case there is no overpayment interest earned
{i.e., no interest "allowable" by the government to this
taxpayer) on estimated tax payments for I and therefore I.R.C.
§ e62l(d) has no application,

If a corporate taxpayer realizes that it has paid estimated
taxes in excess of the amount of tax actually incurred, the
taxpayer has the opticn of requesting the Service to refund such
excess or credit it to other years. See I.R.C. § 6425. 1In the
case of a tax year ending on December 31, a request for the
refund or credit of excess estimated tax payments must be filed
between January 1 and March 15 of the year following the year of
payment. See I.R.C. § 6425(a)(l). Generally, the Service must
act on such & request within 45 days. See I.R.C. § 6425(b). 1If
a refund is payable as a result of such a reguest, the Service
may {(with or without the consent of the taxpayer) credit such
amount tc any deficiency owed by the taxpayer rather than issue a

refund. See Treas. Reg. § 1.6425-3(e). We know of no authority,

however, which allows a taxpayer tc retroactively transfer its
estimated tax payments for one year to pay its deficiencies for
another. On the contrary, under I.R.C. § 6425(b) (4) and Treas.-
Reg. 1.6425-3(f), the crediting of excess estimated tax for one
year to pay the deficiency for another year is deemed to be done-
"as of the date the credit is allowed," noct as of the date the
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payment was made. Obvipusly, a credit can be allowed only after
the taxpayer has filed its request for a credit or refund and not
during the year of the estimated tax payment.

If the taxpayer on June 15, September 15, and December 15,
e had made smaller estimated tax payments than it actually
made, and if it had used the money thus saved to make payments on
those dates on its deficiencies for M and I e taxpayer
would have reduced the interest it incurred on those deficien-
cles, even though the total amount of money received by the
government on those dates from that taxpayer would be unchanged.
Unfortunately for the taxpayer, it did not designate as payments
on its deficiencies any of the amounts it paid the Service when
it made those payments on June 15, September 15, and December 15,
Bl 1t cannot shift those funds in [Jjjjj of M and expect
to be treated (for interest purposes} as if it had made such
payments on the deficiencies during the previcus year.

The Service appears to have erred in this case in being too
generous. According to the transcript, the Service credited the
excess estimated tax payments for to the deficiencies for

B :rc Bl =5 orf Decemper 15, I The taxpaver, however,
filed its request to shift such funds on * In
no case should the Service have credited the payments from one
year's account to another before that date. We therefore
recommend that the interest incurred by the taxpayer on its
deficiencies for N :nd B e rccomputed based on the
assumption that the funds were shifted as of the date the
transcript indicates that such funds were actually credited to
the deficiencies (but not later than 45 days atfter ||} j) R
I

Conclusion

We conclude that the interest netting rules of I.R.C.
§ 6421(d) do not apply because no interest is payable by the
government on estimated tax payments, unless and until those
payments become overdue refunds, which is not the case here. The
taxpayer cannot reduce the interest it incurs on deficiencies by
retrocactively shifting excess estimated tax payments to a
deficiency year. The Service erred in deeming such shifts to
have been made on December 15, -when the credit was .not
requested until :
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P
0f course, this advice depends on the facts which you have
presented and we caution you not to apply this advice to other
taxpayers. If you have any questions or need further advice,
please contact J. Paul Knap at 414-297-4246.

Associate Area Counsel {LM3B)
Chicago

By:

9

J. PAUL KNAP
Attorney

cc: {(by e-mail only):

James Lanning, Area Ccunsel (LMSB), Chicago

Barbara Franklin, Senior Legal Counsel (LMSB), National Cffice

Harmon Dow, Associate Area Counsel (IP}, Chicago
William Merkle, Associate BArea Counsel (SLCHI), Chicago
Steven Guest, Associate Area Counsel {ILMSB), Chicago

cc: (by regular mail)

I Corpliance Division, Group Manager, ||




